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ECON405, Trimester 2 2015 


Answer any FOUR (4) of the EIGHT (8) questions provided 
All questions are of equal value 


With the aid of diagrams describe how interest rates serve an allocative function in the 
economy? Include in your discussion a description of the real rate of interest and the 
factors which determine it. 


Why are bank failures considered to have a greater effect on the economy than other 
types of business failures? What are the major lessons that have been learned from 
past bank failures? How does the prudential framework manage the risk of bank 
failures in Australia? 


Answer ALL Parts: 


PART A: Do payments received by Australian cotton growers for their direct exports of 
cotton affect the money supply? Explain your answer. 


PART B: Does an increase in the age pension payments affect the money supply? 
Explain. 


PART C: When you arrive home from an overseas trip, you have $US500 left in $100 
bills. You exchange these at the airport for Australian dollars. Has the money supply 
increased? Explain. 


With the aid of a diagram, explain how government intervention can affect the 
exchange value of a currency. Will the currency generally rise or fall if a government 
sells assets to foreigners? 


What is meant by the phrase “adverse selection” in insurance? Explain using two 
examples of insurance markets. 


Describe the term structure of interest rates, including a discussion about the different 
theories that explain changes in the term structure. Are these theories in any way 
related or are they alternative explanations of the term structure? 


Discuss whether the share market is a good predictor of economic activity. 


Define the money market, including a description of its basic operation and economic 
role, and explain the characteristics of money-market instruments. 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
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